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THE ENGLISH RAILWAY RATE QUESTION. 

IV.* 

It remains to consider the effects of the legislation of 
1888-91, and afterwards the transactions which followed 
upon the Order Confirmation Acts coming into force. 

The general effect of the new legislation has undoubt- 
edly been to intensify the control of Parliament over the 
railway system. Such a revision of maximum rates as 
might involve a reduction of them was always strenuously 
opposed by the railway companies and their advocates. 
It was alleged that such a policy would be at once unjust 
and impracticable. The policy has been carried out, al- 
though the justice of it is perhaps still open to question, 
and the practical working of the revised scale has already 
produced much friction between the traders and the Board 
of Trade on one side and the railway companies on the 
other. 

In detail the new legislation effects a series of com- 
promises, and offers a series of propitiations. The small 
trader is propitiated by the refusal to the large trader of 
the benefit of a reduced rate for train-loads ; while even 
the reduced rate for the truck-load is not so low as the 
large trader would like. The trader in through traffic 
is propitiated by the cumulative scale ; while the owners 
of wagons and of sidings are considered in the provisions 
for dissecting rates, and the powers which make it possible 
for a trader to perform nearly all the functions of a rail- 
way company for himself if he chooses. The trader in 
heavy goods, coal, iron, etc. (Class A), is, on the whole, 
the trader most highly benefited by the new regulations. 
He gets a substantial reduction in rates. On the other 
hand, the railway companies have obtained increased 

* For the article of which this is the continuation, see the Quarterly Journal 
of Economics for April, p. 280. 
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powers of charge in the higher classes of goods; and 
they have obtained, moreover, statutory powers to charge 
terminals, which they had long demanded. There is no 
evidence so far to show that the agitation of the traders 
or the action of the legislature in subjecting railway com- 
panies to intensified control by the Board of Trade has 
had any influence in diminishing the attractiveness to the 
investing public of railway enterprise in England. The 
table on page 405 shows that the amount of capital proposed 
to be raised and the number of miles of railway projected 
have increased largely during the very period when the 
controversy was acutest.* It is fairly clear that the build- 
ing of new railways and the investment of capital in them 
are determined rather by the conditions of industry than 
by legislative action affecting rates. The year 1889 was 
" a more than ordinarily prosperous year for the railway 
companies." f The years 1890 and 1891 were also good 
years. The increasing volume of trade accounts for the 
new enterprises ; but there is no visible reason to believe 
that any of these were prevented from coming to maturity 
by the anticipation of diminished revenues following upon 
the adoption of the Board of Trade schedule. Since these 
schedules came into operation only on January 1, 1893, 
there is hardly yet room for other than provisional conclu- 
sions upon their effect. Their advent was nearly coinci- 
dent with a falling off in trade, which has since almost 
steadily continued, with the result that traffic receipts are 
diminished from causes other than those connected with 
rate movements. 

*Mr. Findley, of the London & North-western Railway, argued against re- 
duction of maximum rates, on the ground that the revenue of the railway com- 
panies would be thereby "clipped," that the credit of the companies would 
suffer, and that they would hare on this account to pay higher rates of interest 
upon loans. Provisional Order Bills Report, 1891, Part II., p. 1105, Query 
10086. 

t General Report to the Board of Trade in regard to Share and Loan Capital, 
etc., of the Railway Companies of the United Kingdom, for the year 1889 
[C.-6157], p. 13. 
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NEW RAILWAY BILLS PROMOTED, 1887-90* 





1887. 


1888. 


1889. 


1890. 


No. of bills promoted by 
new railway companies 
applying for powers . . 


19 


20 


19 


23 


Length of new lines pro- 
posed by these compa- 


142 


226 


331 


376 


Amount of new capital pro- 
posed to be raised by 
these companies .... 


$41,800,000 


$54,400,000 


$49,400,000 


$84,600,000 


No. of bills promoted by ex- 
isting railway companies 
applying for powers . . 


62 


82 


73 


91 


Length of new lines pro- 
posed by these in miles . 


84 


220 


223 


399 


Amount of new capital pro- 
posed to be raised by 
these companies . . . 


$41,300,000 


$66,000,000 


$52,400,000 


$8G,600,000 


Total length of new lines 


226 


446 


554 


775 


Total amount of capital 
proposed to be raised . . 


$83,100,000 


$120,400,00 


$101,800,000 


$171,200,000 


Capital proposed to be ( 
raised per mile of line . ( 


$367,768 
(£75,575) 


$248,100 
(£55,480) 


$184,705 
(£37,953) 


$221,582 
(£45,533) 



V. 

During the winter of 1892-93, immediately after the 
Provisional Order Confirmation Bills were passed, friction 
again arose between the railways and the traders. This 
time the railways were the aggressors. They promptly 
raised their rates in many cases to the maximum, and at 
once brought about their ears the loudest expostulations 
of their aggrieved customers. The companies were clearly 
anxious to show that maximum rates were unworkable ; 
and the traders were bitterly disappointed at the result 
of the long-considered legislation. Revision had been 
called " confiscation " ; and the tables were turned upon 
the " confiscators." In consequence of the action of the 

*See Report by the Board of Trade upon all the Railway, Canal, etc., Bills 
of Session, 1887; Ibid., 1888; Ibid., 1889; Ibid., 1890. 
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railway companies and the loud grumbling of the traders, 
Sir Albert Rollit, a ship-owner and solicitor, gave notice 
in the House of Commons in the spring of 1893 of a mo- 
tion for the appointment of a Committee of Inquiry.* 
This motion was withdrawn; but shortly afterwards the 
president of the Board of Trade (Mr. Mundella) moved 
the appointment of a Select Committee f to inquire into 
the mode in which the railway companies had exercised 
the powers conferred upon them in the acts confirming 
their Provisional Orders passed in 1891-92, and " to con- 
sider whether it is desirable to adopt any other means 
of settling the difficulties arising between the companies 
and the public with respect to the rates and conditions of 
charges for the conveyance of goods." $ 

This Committee met near the end of May, and contin- 
ued to receive evidence until November, 1893.§ 

The chief points in their reports can alone be dealt 
with. The leading question was, Did the railway com- 
panies break faith with the public and with the Board of 
Trade, in raising at a stroke their actual rates to the maxi- 
mum allowed by law? That the companies did raise 
their rates, or the greater part of them, there is no reason 
to doubt. They really substituted for their existing rate- 
books a rate-book which contained simply the new maxi- 
mum rates. The possibility of some such coup was at 
least partially foreseen ; and, in some cases at least, the 
answers of railway managers to queries made during the 
investigations of 1889-91 were open to the interpretation 

* A bill to amend the Act of 1888 had been previously introduced by Mr. 
E. D. Burnie and others, but it was not proceeded with. Its terms were short 
and drastic. The companies were to be forbidden to increase rates above 
the actual rates in existence prior to the passing of the Acts of 1891-92, and 
were to be subjected to a penalty in ease of their being convicted of overcharg- 
ing. Bill 36, 1st of February, 1893. 

t May 16, 1893. See Hansard. tlbid. 

§ First Report on Hallway Rates and Charges, 1893, No. 385 ; Second Report 
on Railway Rates and Charges, 1893, No. 462. 
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that no such coup was intended, or, even if intended, prac- 
ticable. * 

It was pointed out, e.g., by Sir Henry Oakley f that 
the companies could "not hope to get any increase of 
rates by exercising any margin of power which " might 
be given to them, simply because such increase would 
damage the trade. " If we thought now that an increase 
would not damage the trade, we should make an addition 
at this moment." According to the Report of 1893, J " the 
bulk of the evidence given on behalf of the railway com- 
panies was to the same effect." The Report adds that, in 
deference to the representations of the railway companies 
to the effect that, if the rates on certain classes of goods 
were reduced, the companies would be obliged to recoup 
themselves in some way, the Joint Committee raised the 
maximum rates, in order to reduce the expected loss to 
the companies. The conclusion of the Report is that, — 

The effect of the statements of the railway managers before the 
Board of Trade Committee and the Joint Committee of the Houses 
was to lead these bodies and the traders to believe, that the com- 
panies could not recoup themselves for any losses resulting from a re- 
duction of the maximum charges by a general raising of rates which 
were below the maxima. If there had been any general expectation 
of such action, it is most probable that the provisional orders would 
not have passed into law; for they would have been strongly 
opposed by the traders who had the benefit of the existing rates, 
and who would have objected to their being raised for the benefit of 
other traders whose rates were to be reduced. 

On the other hand, it was undoubtedly expected by the Board of 
Trade and Parliament that the companies would find it possible to 
make some increases in exceptionally low rates, to an extent which 
would partially recover their losses in other directions. 



*E.g., Query 5436, p. 668, Report of 1891 ; and Query 13911, p. 1453, Report 
o/1891, etc. A full list of these references will be found in -the Appendix to 
the Report o/1893, No. 385. 

t Query 13868, Report o/1891, p. 1451. J Second Report, No. 462, p. v. 
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The expediency of raising the actual rates to the 
maxima was anxiously discussed by the railway managers 
during 1892, and the decision to make the coup seems not 
to have been unanimous. They determined, however, to 
raise the rates in general to the maxima, on two grounds, 
partly in order to recoup their losses and partly because 
of "the difficulties of dealing with the new maxima." 
The railway managers complained that the time allowed 
between the passing of the Acts and their coming into 
force was too short,* and that the classification adopted 
by Parliament " was not detailed enough." The compa- 
nies, however, appear to have intended to modify the rates 
to suit special cases as these arose. 

While these complaints were probably not remotely con- 
nected with a desire to show that the Acts were unwork- 
able, it is to be noted that they are complaints of details 
and have no ostensible bearing upon the fixation of maxi- 
mum rates by Parliament, nor upon the right of Parlia- 
ment to interfere where the railways suddenly advance 
their actual rates, even when these advanced rates come 
within the maxima. 

The Committee observe, with some point, that they feel 
it " difficult to understand fully the explanations afforded 
by the railway companies, and still more difficult to justify 
what they do understand of them." The Committee 
also point out that there were two courses open to the rail- 
way companies: one was to issue a maximum rate-book 
along with an announcement that the rates were provi- 
sional, and the other to leave the actual rates as they 
were, excepting in cases where reduction was required by 
law, and afterwards to raise any exceptionally low rates 
by degrees. The adoption of the first course, without, 
however, any intimation of the provisional character of the 

* Although s»me of the Acts were not passed until the summer of 1892, the 
London & North-western Railway Act was passed on August 5, 1891, while it 
did not come into force until January 1, 1893, a period of seventeen months. 
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rates, produced the result which might have been foreseen 
by the railway companies; namely, the rebellion of the 
traders. The Committee found that " such a course was 
most unsatisfactory, and that the companies were not justi- 
fied in dislocating trade and alarming so many interests, 
and in compelling traders to enter into long negotiations 
with them for the revision of rates.* It was shown also 
that, as regards some of the railways, the gain by increased 
rates was far in excess of the loss by diminished ones.f 

Such a policy as that adopted by the railway companies 
can only be judged by results. There can be no doubt 
that it failed, if not utterly, at least to a very large extent. 
The suddenness of the coup infuriated the customers of 
the railways. They withheld payment of their accounts, 
and the utmost friction was produced. The representa- 
tions of the traders and of Parliament forced the railways 
to abandon the position they had taken up, and to return 
to the rates of 1892, with, however, an increase of 5 per 
cent, in those rates which were not affected by the reduc- 
tion clauses, provision for special cases being made gradu- 
ally. The manoeuvre of the railways can thus hardly be 
said from a tactical point of view to have been well man- 
aged. Their action has impressed the public mind with 
the feeling that they cannot be trusted, and that they 
must be continually watched ; and, more important still, 
it has brought up the serious question of the practicability 
of revising actual as well as maximum rates. Some pro- 
vision for dealing with actual rates is hinted at, although 
none is specifically recommended in the Report of the 
Committee. 

The most important recommendation of the Committee 
referred to the Railway Commission and its powers. It is 
recommended that the membership of the Commission 
should be subject to revision from time to time, that one 
of the members should be experienced in trade, and that 

* Beport, 1893, No. 462, p. viii. t Ibid., p. ix. 



410 QUARTERLY JOURNAL OF ECONOMICS 

costs should not be awarded on either side unless the 
claim or defence has been frivolous or vexatious.* 

VI. 

The repeated revival of the railway rates question, and 
the chronic condition of inquiry in which for twenty years 
it has existed in almost every country, whatever may be 
the system of railway administration, suggest that there is 
some general cause for the pressure upon railway compa- 
nies to reduce rates, and for their apparent inability to meet 
the demand to a sufficient extent. Without attempting to 
develop a theory of transportation, it may be suggested 
that the general cause, put briefly, is that, while improved 
transportation has contributed to the reduction of prices 
of goods, especially in the great market centres,! it has 
not similarly reduced its own price. In other words, 
while formerly the sale of 10 pounds of pig iron would 
realize enough to transport 100 pounds say 100 miles, 
it would now be necessary to sell 20 pounds of pig iron to 
transport the same quantity the same distance.^ Trans- 
portation charges thus tend at present to form a pro- 
gressively increasing proportion of the realized price. In 
the higher classes of goods the variation of proportion of 
transport cost to total cost is clearly of less importance 
than in the case of lower classes of goods. With these 
lower classes of goods, pig iron and coal, for instance, 
every reduction of the price, without a corresponding re- 
duction of rate,§ means a serious increase in the ratio of 
transport cost to total price. 

* Report 0/1893, No. 462, p. xiii. 

t(y. Sax. Schonberg's Handbuch der Pol. Oek., vol. i. pp. 498, 499. 

t The figures are simply used by way of illustration. 

§ This has been to some extent recognized in practice. In the north of 
England, where the wages sliding-scale is well known, a railway rates sliding- 
scale was in existence until recently (I am not aware whether or not it exists at 
the moment). By this sliding-scale, when pig iron falls below 45s. per ton, the 
rate is reduced by 1% for every Is. per ton. Cf . Report Commission on Depres- 
sion of Trade, p. 346, 1886, Second Report, Part I. 
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The conditions which the railways have contributed to 
produce have reacted upon the railways. 

The fixation of maximum rates is a subsidiary ques- 
tion. The demand for this is due to the suspicion attach- 
ing to all monopolies and gwsi-monopories, — that there is 
an element in the price which is due to exploitation in 
the sinister sense. The stock list of the English railways 
does not, however, suggest that this element is impor- 
tant, or, indeed, that it exists at all. The railway rates 
problem might exist, even though there were no interest 
to be paid upon capital. If the railways were conducted 
on the principle of charging bare running expenses alone,* 
it is conceivable that in time the increased mobility of 
goods would result, under certain conditions, in prices so 
low that the transport cost would appear to be an intol- 
erable tax. The increased mobility of goods, with all its 
economic and social, direct and indirect effects, must be 
paid for in some way. 

A suggestion may be hazarded as to the reason why 
transport cost should remain relatively high, while prices 
of goods fall. The reason appears to me to be twofold : 
(1) The goods which the railway company buys and sells 
are not principally those in which prices have been 
diminishing. The consumption of raw material on a rail- 
way even in its construction is relatively small : the wage- 
bill in construction, in maintenance, and in running, is 
relatively large. I find that the wage-bill on one of 
the Scotch lines is as follows : — 



Percentage 

to Total 

Expenses. 




Wages. 


Materials, etc. 


15% 


A. Maintenance of way . . 


. . 50% 


50% 


32% 


B. Locomotive power . . 


. 45% 


55% 


13% 


C. Repairs and renewals . 


. 30% 


70% 


35% 


D. Traffic expenses . . . 


. 75% 


25% 


5% 


E. General charges . . . 


. 45% 


55% 



100% 54% 46% 

* Or if the road were free, as the Erie Canal is free. 
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These figures are probably fairly typical. The cost of 
human service has probably, on the whole, risen in civilized 
countries during the past thirty years ; and this explains 
in an obvious way how the cost of transport has been 
maintained. (2) But perhaps a more important reason 
than the first is that the law of diminishing returns has 
a special application to railways. In the mechanism of 
transportation the limit of possible work from a given 
installation of that mechanism is reached at an early 
stage, when compared with the extensive limits of possible 
work from the productive mechanism of staple products. 
In those industries whose mechanism is susceptible of 
rapid improvement, without rendering valueless a dis- 
proportionate amount of capital, the curve of production 
determined by the law of diminishing returns is checked 
by improvements at frequent points. But transportation 
is not an industry of that sort. The mechanism of it, in 
England especially, is among the most permanent orders of 
mechanism. Even minor improvements are retarded by 
the costly and substantial character of the railway struct- 
ures. The Great Western Railway was almost obliged to 
retain a gauge of line different from all the other railways 
until 1892, because of the enormous cost the alteration in- 
volved. Wagons have not changed in shape or charac- 
ter * since George Stephenson's time, because the curves, 
the gradients, the turn-tables, the coal shoots, and other 
appliances would have to be altered to suit a new type of 
wagon.f 

The curve of cost per train mile steadily descends with 
a frequency of from one to twenty trains per day over the 

* Proceedings of Institution of Mechanical Engineers, 1890, p. 475. 

ilbid., 1884, p. 441. There are, of course, other reasons why the English 
railways do not adopt the American type of bogie truck. Among the chief 
of these is the hilly nature of the mineral fields, so far as mineral traffic is con- 
cerned, and the smallness of the lots of goods customarily transported at a time, 
so far as general merchandise is concerned. 
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same lines.* The limit is then reached, and with a higher 
frequency the curve ascends.f Alike as regards the eco- 
nomical limit of speed,! of gradient,! of curvature of line, |j 
of size and weight of wagons, ^[ of number and weight of 
trains,** the railway companies are "hampered" by the 
law of diminishing returns, — a piece of legislation which 
has not been procured by agitating traders, nor concocted 
by a Joint Committee, but which has all, and more than 
all, the force of a Provisional Order. Such limitations as 
have been described in the working of rolling stock, as 
well as limitations in the efficiency of stations and of ad- 
ministration, have so great a cumulative effect upon the 
railway system that the cost to it of transporting goods 
does not diminish quite so fast as the cost of production of 
those goods, ff If the cost of production be taken as the 
inferior limit below which the market price of an article in 
constant supply does not under normal conditions perma- 
nently fall, then we may say that the market price of 
transport is not likely to fall in so great a proportion as 
the fall which has taken place in the market prices of 
certain goods. 

What must strike any one in studying the English rail- 
way system is the great complexity alike of conditions 
and of interests, — a complexity inseparable from an ex- 

* See paper by Lieutenant-Colonel Dowden. Professional Papers on Ind- 
ian Engineering, Series III., vol. Hi., No. 10, quoted in Proceedings of Institu- 
tion of Civil Engineers (England), vol. lxxxii. p. 403. 

t For American experience to the same effect, see Wellington, The Eco- 
nomic Theory of Railway Location, p. 569. 

t See Price Williams, Institution of Mechanical Engineers (England), 1878, p. 
202; Wellington, op. at., p. 460. 

§ Ibid., p. 346. || Ibid., p. 323. 

U Discussion, Institution of Mechanical Engineers (England), 1884, p. 431. 

** Wellington, op. cit„ p. 571. 

tt This principle is probably not confined to railways. The cost of bullock 
cartage in India is 6d. per ton per mile, which is perhaps a much higher rate 
than prevailed thirty years ago. 
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tensive commerce conducted within an area relatively 
small, but exceedingly diversified in physical and indus- 
trial characteristics. A perfectly uniform and simple sys- 
tem, even if it were practicable, would probably be unjust ; 
and thus the only way out of the impasse in which the 
railway problem seems likely to be landed is a more and 
more strenuous and minute study of the actual conditions 
under which the traffic is or might be carried on. The 
railway managers and the traders alike will have to 
abandon the crass attitude which some of them adopt.* 
There are probably many important economies in adminis- 
tration which might be effected; and thus a diminution 
in rates, with probable, although not certain, increase of 
traffic, might be made without reduction of dividends.f 

The railway system has grown so fast that there has 
been no time in England for thinking about the education 
of railway managers. Much attention is given to this 
matter in Germany ; and, unless the English railways are 
to continue to be administered by rule of thumb, without 
knowledge of their own conditions, much less of the con- 
ditions of the railways of other countries, some method of 
education will have to be devised by the English railway 
companies in their own interests. Institutes of bankers, 
of chartered accountants, etc., do a good deal for profes- 
sional education ; but there is absolutely no provision in 
England for anything of the kind in connection with rail- 
ways. 

As regards the general tenor of English railway pol- 
icy, it may be said in general terms that the dozen great 
lines which may be regarded for practical purposes as the 
English railway system form together a quasi-Tpublic insti- 

* As, for example, on the side of the railways, the objection to giving ade- 
quate statistics, on the ground that " it is better for the public not to know too 
much " ; and, on the side of the traders, that the interests of individual classes 
of traders alone ought to be considered. 

t Cf. diagram in Atti della Comnussione d' Inchiesta sulV Fxercizio delle Fer- 
rovie Italzane, 1884, Parte II., vol. ii. p. 957. 
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tution, which might be put in the same category as the 
Bank of England. England could no more allow the 
London & North-western Railway Company to shut up its 
line and go into liquidation than it could allow the Bank 
of England to close its doors and go into the bankruptcy 
court. Both are creatures of statute, with strict limita- 
tion of the element of private initiative preserved to them 
by the nature of their charters. Neither can make any 
departure out of a well-beaten track without the sanction 
of Parliament. In the case of the railway companies it 
is not necessary to go back to the "musty charters of 
1840 " (although the statute of limitations does not apply 
to acts of Parliament) ; every important limitation has 
been repeated and emphasized in every general railway 
act from then till now. 

We may be quite ready to admit the dangers of State 
control, the inconveniences of it, the expensiveness of it ; 
but it is plain that, however the English railways have 
kicked and protested, they have been bound hand and 
foot by the statutes, and they have never been strong 
enough to resist Parliament, backed up, as it has been in 
its relations with the railways, by public opinion. Never 
free, the railways have, for good or evil, been more and 
more definitely tied to the State. 

The next few years will reveal how far private enter- 
prise will bear the strain of intimate control in detail by a 
State department. 

James Ma von. 

University of Toronto. 



